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KEY ECONOMIC INDICATORS 


73/74 
1TEM 1972 1973 1974 ¥Change 


|NCOME , PRODUCTION 


GDP at current prices 40 984 49,656 64 851 30. 
GDP at constant (1960) prices 26.328 28,320 30,019 6 
Per Capita GDP, at current 
prices 782 914 1,153 
Industrial Production Index 
( 1970=100) ble< lees 130. 


MONEY, PRICES 


Money Supply (end-yr) 5,146 6,390 7,799 
Interest Rates (commercial bank 
prime) 11-12% 11-12% 11-12% 
National Consumer Price Index 
(1968=100) 120. 134. 166. 
Mexico City Wholesale Price 
Index (1954=100) 185. 214. 263. 
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Current Account Receipts 3,800. 
Exports 1,665. 
U.S. Share (%) 66. 

Current Account Expenditures 4,562. 
Imports 
U.S. Share (%) 

Balance on Current Account 

Capital, Errors & Omissions 

Change in Reserves 1/ 

Bank of Mexico Reserves — 


OWO WON OC O 


Main imports from U.S. in 1974: Chemicals (inorganic and organic), 
machinery and equipment (electric and non-electric), metal working 
machinery and machine tools, paper and printing machinery, construc- 
tion and mining machinery; automotive accessories and parts; iron 
and steel products. In addition, U.S. agricultural commodities 
continue to maintain an important share of the Mexican market - 
particularly wheat, corn, and oil seeds. 


af le tudes gold SDRs, IMF gold tranche, foreign exchange and 
silver. 


(p): Preliminary; (e) Estimate. 


SOURCES: Bank of Mexico and Embassy calculations. 





SUMMARY 


The increase in real terms of Mexico's Gross Domestic 
Product (GDP) declined from 7.6% in 1973 to about 6% in 
1974. The growth rate in 1975 is not expected to exceed 
5% and may be lower. Not surprisingly, petroleum led 
Mexico's growth in 1974, and is expected to be a leading 
sector this year as well. The agricultural sector re- 
bounded somewhat with output increasing 2.2% after dropping 
in 1973. This rate of growth is inadequate to meet the 
needs of Mexico's rapidly growing population (3.5% per 
year) and reduce its dependence on imported foodstuffs. 
Output in the manufacuring sector, which has generally 
led the economy, slipped somewhat in 1974, increasing 
only 5.5%. Mexico's economic growth in 1974 was supported 
by large increases in public sector spending. Private 
investment probably did not grow in real terms. The 
economy was affected by the recession in the U.S. The 
same factors will be in evidence in 1975, but because of 
higher taxes, aggregate demand may not increase so fast. 
This should enable the GOM to reduce the rate of inflation, 
which reached roughly 23% in the period 1973/1974, to no 
more than 15% on a year-to-year basis. 


Mexico's trade deficit increased by $1.4 billion to 
total $3.2 billion in 1974. The current account deficit 
increased by a similar amount and was $2.6 billion for the 
year. Net long-term capital inflows were $2.5 billion, of 
which public sector borrowing was just over $2 billion. 
Direct investment inflows were $273 million, somewhat below 
the year earlier figure. Other transactions entering the 
balance of payments were such as to result in a small 
$36.9 million) increase in the Bank of Mexico's official 
reserves. Because of its exports of crude oil which should 
amount to about $500 million in 1975, Mexico should be able 
to reduce its trade deficit though it is not possible to 
predict when or if petroleum exports could eliminate its 
current account deficit. Mexico is expanding its refining 
Capacity and will be able to export processed oil in 1976. 


Mexico's determination to maintain a reasonably high 
growth rate will result in large-scale imports of capital 
goods. Mexico will also require large amounts of foreign 
foodstuffs for at least several years. Mexico is attempt- 
ing to diversify its foreign trade, but U.S. exporters 
enjoy advantages of long-established relations in Mexico 
and proximity to the market. 





CURRENT SITUATION AND ECONOMIC TRENDS 


1974 a Reasonably Good Year for the Mexican Economy. 


Gross Domestic Product (GDP) is estimated by the 
Bank of Mexico to have increased in real terms between 
5.7% and 6.3% from 1973 to 1974. In light of the eco- 
nomic slowdown and recession in the major industrial 
countries, this is a very respectable range and roughly 
in line with Mexico's long-term growth trend. The eco- 
nomic growth rate reflects the high level of public 
sector expenditures. While figures are not yet avai la- 
ble, private investment was disappointing and probably 
did not exceed the previous year's outlays in real terms. 
The increase in output in the petroleum, petrochemicals, 
mining, electricity and services sectors, exceeded the 
average growth rate. The construction sector's output 
increased 6.3%, compared to 14.8% for the year earlier 
figure. Output of manufactures, which accounts for 
almost one quarter of total GDP, grew by 5.5% from 1973 
to 1974, compared to 8.7% in the period 1972/1973. The 
growth rate for manufactures, as for construction, was 
lower in the second half of 1974 than in the first half. 
Within the manufacturing sector, the consumer goods indus- 
tries fared poorly for the most part, as did the iron and 
steel industry. Capital goods industries and transporta- 
tion equipment fared better than the average. After several 
years of stagnation or decline, agricultural output increased, 
but only by 2.2%. The output in the livestock and forestry 
sectors grew 3.5% and 2.7%, respectively, whereas output in 
the fishing sector declined by 2.5%. 


Inflation remained a serious problem in 1974, though 
there were signs that it was slowing down at the end of 
the year. The pene tear increase in the National Con- 


sumer Price Index was 24% and the Mexico City Wholesale 
Price Index increased 22%. Mexico's price increases have 
been due in part to inflationary financing of the public 
sector deficit. The worldwide price increases have also 
been a factor. To cope with the impact of inflation in 
Mexico, the central bank has maintained a tight money 
policy. The GOM, besides fixing prices for many basic 
commodities, introduced a broader flexible price control 
system in late 1974. Also, the GOM has supported wage 
settlements aimed at maintaining the real income of salaried 
and wage earners. Finally, to reduce recourse to inflation- 
ary financing, a series of new or increased taxes were im- 
posed toward the end of 1974. These include a 50% tax on 





gasoline sales, 15% tax on meals in first class restaurants, 
higher taxes on new car purchases and higher tax rates on 
incomes in excess of $1,000 per month. The new taxes were 
aimed at middle and higher income groups. Business taxes 
were not increased, though allowable deductions were 
tightened. 


Larger Trade Deficit Covered by Foreign Borrowing. 


Mexico's balance of payments on current account 
deteriorated in 1974, but larger inflows of medium and 
long-term capital permitted a small increase in reserves. 
Mexico's trade deficit increased from $1,750 million in 
1973 to $3,192 million in 1974. While merchandise exports 
increased 33.5%, imports were up 56%, in value terms. The 
major part of the increase in imports was accounted for by 
increases in the price and volume of agricultural imports 
and by the increased cost of petroleum imports. Imports of 
crude oil were terminated in the middle of 1974, though 
small imports of refined products continued. Mexico began 
exporting crude oil in the last quarter of the year. Other 
categories of imports which increased were capital goods, 
in particular railroad equipment, boats, and equipment for 
the petroleum and electricity industries. Other transac- 
tions on current account - the net exports of the bonded 
assembly plants, tourism and other services - were in sur- 
plus resulting in a current account deficit of $2,613 
million, compared to $1,192 million in 1973. 


Mexico's current account deficit was covered for the 
most part by long-term capital inflows ($2,524.5 million) 
of which net borrowing by the public sector accounted for 
$2,039.8 million. Direct investment inflows were $272.6 
million, slightly below the figure for 1973. In addition 
to the long-term capital inflows, the residual figure for 
errors and omissions in current and capital accounts was 
+$125.4 million. This figure includes short-term capital 
movements. There was probably a sizeable capital outflow 
which was more than compensated by short-term borrowing 
abroad. The Bank of Mexico's reserves increased $36.9 
million during the course of the year, and were $1.443.9 
million at the end of the year. 


Slower Rate of Growth Foreseen for 1975 as GOM Copes 
With Inflation and Agricultural Problems. 


The GOM's economic policies for 1975 as expressed 
through the public sector budget indicate concern over 


inflation and the stagnation in agricultural production. 





The 1975 budget for the public sector (the federal govern- 
ment plus most GOM-owned companies) is relatively tight. 
Agriculture is the major beneficiary of increased spending. 
This reflects the GOM's concern over the stagnation in 
agricultural production when faced with large import require- 
ments and high prices for these commodities, and a population 
growth rate of 3.5%, one of the highest in the world. The 
iron and steel, energy and electricity sectors will also 
receive increased funds. Because of the new and increased 
taxes, the public sector's borrowing requirements are ex- 
pected to decline in 1975 and it is expected that these 
requirements can be met from domestic and external sources 
without recourse to inflationary borrowing from the central 
bank. The question is whether the public sector can stay 
within its budget targets. It has not done so in recent 
years, but the government is exercising greater controls 

over spending. 


Most observers expect the economy to grow betwen 4 and 
5% in real terms in 1975. The slower growth rate reflects 
the reduction in the rate of growth of aggregate demand, 


due to fiscal and monetary policies, the effect of the 
world economic slowdown on Mexico's exports of goods and 
services, and the lack of growth of private investment. 
The manufacturing sector, particularly those industries 
producing consumer goods will probably grow at a slower 
rate than the last year. Petroleum, mining, electrical 
power (and related industries) should enjoy a high growth 
rate. Agriculture is more of a question mark, but indus- 
tries serving the agricultural sector should benefit from 
the infusion of government funds. Given normal weather 
conditions output of basic food crops should show consid- 
erable improvement. 


Due in large part to crude oil exports, Mexico should 
be able to stop and reverse somewhat the deterioration in 
balance of payments on current account. This will still 
leave a substantial financing problem, but this should be 
manageable. Mexico's credit rating due to its traditional 
good economic management and the possibility of it becoming 
a major oil exporter should enable it to continue to raise 
new funds. In addition, Mexico's interest rates have re- 
gained their premium over interest rates in the U.S. and 
€uro-currency market, thereby attracting funds once again 
to peso-denominated financial instruments. 





Most forecasters are projecting a year-to-year price 
increase (GDP deflator) of between Y2 and 15% in 1975. 
The increase in prices throughout the year may be less. 
There is a great deal of uncertainty as to what is going 
to happen to world prices and these will affect prices in 
Mexico. Should the GOM be able to avoid a major wage 
increase in 1975 and live within its proposed budget, 
domestic inflationary pressures should be reduced sub- 
stantially. 


Oil Discoveries Will Benefit Economy But Problems Remain. 


The size of Mexico's oil reserves as a result of the 
important discoveries over the past year has not been 
firmly determined, and range from conservative estimates 
of 5 billion barrels to 20 billion barrels. The GOM has 
indicated that while it does not intend to join OPEC, it 
will follow OPEC pricing policies. The degree to which 
it will cooperate with OPEC production policies is less 
clear. PEMEX, the state oil agency, is expanding its 
refinery capacity and in 1976 will be able to export 
refined products. While it is not possible at this stage 
to quantify the benefits Mexico will reap from its oil 
resources, there is no doubt that the economy has been 
substantially strengthened as a result. 


Mexico faces serious economic problems, in partic- 
ular the stagnation of agricultural production, the high 
population growth rate and the leveling off of private 
investment. It recognizes and is attempting to deal with 
these. The leveling off of private investment reflects 
in part concern within the business community with govern- 
ment policies, including support for fairly generous wage 
settlements, broadened price controls and higher taxes on 
non-essential consumption. On the other hand, the govern- 
ment's actions indicate concern over the mal-distribution 
of income, and the need to provide a sounder basis for 
public sector finances, increases in which are geared 
largely to provide the necessary infrastructure to support 
a growing population and economy. Private investment is 
not likely to increase until the next President is known 
and his probable policies can be assessed. The candidate 
of the dominant and ruling party, the PRI, is expected to 
be named in late 1975, although the election does not take 
place until July 1976, and the change of administration on 
December 1, 1976. Mexico's system for changing power is well 
established and should be effected without any significant 
changes in the political system, though new directions in 


economic policies are a possibility. 





Implications for the United States 


The GOM's determination to maintain a reasonably high 
rate of economic growth should result in higher levels of 
imports. For at least several years it will require large 
amounts of foreign foodstuffs. Capital goods. particularly 
in the priority areas of petroleum, iron and steel, and 
electrical power will be in high demand. While Mexico is 
attempting to diversify its foreign trade, the long-estab- 
lished ties between Mexico and the U.S., plus the service 
facilities established by U.S. manufacturers here and 
proximity should enable aggressive U.S. suppliers to main- 
tain their market shares. U.S. exporters to Mexico should 
take note of the Mexican tariff code which was substantially 
revised at the end of 1974. The new tariff schedule groups 
goods in the following categories with the following ad 
valorem rates: raw materials - 5-15%; machinery and equip- 
ment : 20%; non-luxury finished goods - 35%; luxury goods - 
50-75%. 


Mexico is attempting to tighten up procurement practices 
of the public sector. An inter-agency committee was estar 
blished in early March 1975, to screen all purchases of 
foreign goods. The new rules allow procurement of foreign 
goods only as an exception, and reflect concern over the 


high level of public sector imports ($2,162 million in 1974). 
As most of these imports consisted of foodstuffs, crude oil, 
and capital goods not available locally, it can be expected 
that large scale public sector imports (ex-crude oil) will 
continue through 1975 and beyond. 


Foreign direct investment is welcomed on Mexico's 
terms. The Foreign Investment Board, established under 
the 1973 Foreign Investment Law, has caught up with the 
backlog of investment applications and is nw reportedly 
able to act on applications within two or three months. 
Over the past several years the percentage of capital 
flows accounted for by direct investment has declined 
while the volume of fixed-term loans has increased. The 
increase in Mexico's external debt in the past several 
years has been substantial though figures on this are not 
published. 


The entire U.S. Embassy and in particular the Economic 
and Commercial sections provide a wide range of services to 
the business community and can elaborate on this report for 
interested businessmen. The U.S. Trade Center in downtown 
Mexico City provides an easy and economical means for a U.S. 
company to display its products in Mexico. 
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